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Introduction 
Factoring is a global financial product, which can develop the domestic and international trade and 
can be used as an effective mean of short-term financing for easy access to working capital. 
Factoring is offered under an agreement between the Factor (factoring company) and seller 
(Factoree, supplier). Under the agreement, the seller sells or assigns its accounts receivable to the 
factoring company at a discount. This type of financing keeps pace with the business growth as the 
funding is directly linked to the turnover of the company.  
Based on the location of the involved parties, the risk bearer of the transaction and whether the 
debtor was notified on the factoring agreement, there are three main classifications of factoring. 
Depending on the location of the seller and the buyer, factoring is diversified as domestic and 
international (export/import). Depending on who bears the risk of nonpayment of receivables, 
factoring can be divided into recourse, when the risk remains with the supplier, and non-recourse, 
when it is transferred to the factor. And finally, factoring can be diversified into non- confidential, 
when the debtor is notified of the assignment, and confidential (or silent factoring), when the 
assignor does not notify the debtor, who continues paying in the assignors account, and the assignor 
transfers the funds to the assignee.  
In addition to traditional factoring, reverse factoring can be distinguished as a financing solution 
initiated by the buyer, usually a creditworthy company, helping its suppliers obtain low risk 
financing, accompanied with lower pricing.  
Factoring is recognized in the global market due to its numerous benefits including, but not limited 
to, easy access to funding for SMEs. In parallel to this, other benefits from factoring are the savings 
on sales administration costs, outsourcing of the credit analysis and credit control to the factor, and 
financing growth through sales, i.e. reduction of the amount of working capital tied in the trade 
receivables, (Watson & Head, 2007). 
However, despite the significant benefits from factoring for the companies, as well as for the 
economy, the FYROM factoring market still remains undeveloped. Therefore, companies in need of 
additional liquidity turn to traditional ways of financing, where the banks secure their exposures 
with hard collateral. A trend has recently started of accepting receivables as collateral, but mostly as 
supplementary securities. This trend has left the majority of the companies struggling to get funding 
in the absence of hard collateral, and has created a strong basis for development of factoring in the 
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market, the potential of which has been recognized by ABC Bank, the leader in financial services at 
the local market.  
This paper represents an effort in setting the basis for factoring development in ABC Bank, through 
determining the benefits and limitations of its implementation, and thus providing the most 
appropriate business model for operations. As resulting benefit, the bank will keep its position of 
market leader in providing innovative financial products and services in the country, and will 
increase its profitability. 
To achieve a successful factoring implementation in ABC Bank, relevant analysis of the global and 
local factoring environment should be provided. Therefore, the first part of this paper focuses on the 
global developments in the factoring market, the legal and regulatory frameworks, and the 
accounting and taxation practices. With better understanding of the global environment, the second 
part provides insight into the local legal and regulatory frameworks, and accounting and taxation 
practices, as well as thorough analysis of the potential factoring market in the country. As a result, 
the third part suggests the optimal business model for implementation through taking advantage of 
the benefits and overcoming the limitations. Furthermore, it provides an insight into the expected 
costs and profitability from the implementation. 
This paper is organized in three main chapters. The first chapter covers the global factoring 
environment, starting with the main differences between factoring and traditional working capital 
financing, and analysis of the global factoring market. The global legal and regulatory frameworks, 
as well as accounting and taxation practices concerning factoring are examined thereafter. The 
chapter is concluded with overview of the main risks and risk mitigation techniques related to 
factoring. 
The second chapter focuses on the FYROM market, starting with an overview of the local economy 
and analysis on the potential factoring market. The chapter continues with analysis of the local 
legislative and regulatory framework. The chapter is concluded with short analysis of the taxation 
practices in the country which might concern factoring. 
The third chapter represents analysis of the best case scenario for implementation of factoring in 
ABC Bank, based on the global practices and the local environment. The proposed factoring 
business concept is presented, as well as the estimated costs and benefits from the implementation 
of factoring.  
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At the end, the paper is concluded by outlining the findings from the analysis, stating the 
implication of these findings, and providing recommendations on further actions.   
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Literature Review 
The literature on this subject consists of wide varieties of books and studies, defining factoring and 
determining the supporting and restricting factors for its implementation, globally as well as locally. 
A book by Klapper, 2005, published by the World Bank, was the basis for further research since it 
provides a focus on the role of factoring for financing SMEs, underlining the benefits and 
challenges in emerging markets. Furthermore, basis for exploring the additional benefits of 
factoring in terms of working capital management is elaborated in “Corporate Finance: Principles 
and Practice, (Watson & Head, 2007). In addition, a study on factoring for FYROM, (Southeast 
Europe Enterprise Development, 2005), provides focus on the implementation of factoring in the 
country, investigating the local legislative and accounting principles.  
In addition, a wide variety of data from international organizations, such as EUF (European 
Federation for Factoring and Commercial Finance), FCI (Factors Chain International) and IFG 
(International Factors Group), was used to provide the necessary basic understanding, as well as 
quantitative information. Data from organizations regulating the legal principles related to 
factoring, such as UNIDROIT and UNCITRAL, were used to better understand the legal 
requirements for the factoring implementation. And finally, reports from the audit firms, such as 
Ernst and Young, KPMG, PWC, and Deloitte, were used to obtain a better understanding of the 
accounting principles related to factoring. 
Considering the local implementation of factoring, the local laws and decisions of the Central Bank, 
published in the Official Gazette, were used to identify the local legislation and regulations.  
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1. Global Factoring Market 
1.1. Factoring vs. Traditional Commercial Financing 
Primarily, it is important to note that in traditional financing the banks underwrite the debt based on 
the borrowers’ creditworthiness, and consider its cash flow as primary source of repayment, and its 
assets, the collateral, as secondary source of repayment. In factoring, however, the creditworthiness 
of the borrowers comes second, since the primary source of repayment comes from its assets, i.e. 
the receivables from its debtors, which are assigned to the factor. Furthermore, even though 
receivables are accepted as collateral securing the debt in traditional financing, this approach 
according to Klapper(2005, pp. 6)requires “good secured lending laws, electronic collateral 
registries and quick and efficient judicial systems, which are often unavailable in developing 
countries”, and is quite different from factoring, where the receivables are sold or assigned to the 
factor. 
1.2. Market Analysis 
With the development of factoring, several global institutions have been established which support, 
promote and facilitate factoring activities. IFG, or the International Factors Group, is a global 
trade association which in its scope of activities includes activities related to receivables financing, 
such as promoting best practices on developing markets, training staff in specific skills, as well as 
participating in the synchronization of the global legal practices and improvement in the business 
environment. FCI, or Factors Chain International, is the world’s largest factoring network, 
including 275 factors in 76 countries, constituting more than 80% of the global cross border 
factoring volume, (FCI). EUF, or EU Federation for the Factoring and Commercial Finance 
Industry, is the representative body in the EU, acting as a platform between the factoring and 
commercial finance industry and key legislative decision makers across Europe, (EUF). 
Factoring has been developing rapidly in the past 20 years, with an average growth rate of 10%, 
almost doubling from 2006 and reaching € 2.23 trillion in 2013 (Graph 1.1). According to FCI 
analysis, the growth is mainly driven by the increase of trade on open account, as well as the drastic 
expansion of factoring in Asia, especially China, where factoring has increased on average by 50% 
in the past 6 years. Furthermore, while participating in the overall factoring market with 
insignificant volumes, Africa is considered to be rapidly expanding, by doubling its factoring 
turnover in the past 6 years (Table 1.1).  
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Table 1.1: Factoring Growth Rates 
 Americas Europe Africa Asia Australia 
Growth 2013/2007 28% 45% 116% 244% 88% 
6 year CAGR 4% 6% 14% 23% 11% 
Data retrieved from http://www.fci.nl 
Figure 1.1: Factoring Turnover Volumes and Growth 
 
Data retrieved from http://www.fci.nl 
However, the main players at the market are still the European countries by holding 58% of the 
global factoring market, especially the UK, France, Italy, and Germany, as shown in Graph 1.2. 
Figure1.2: Factoring Market Share 
Data retrieved from http://www.fci.nl 
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According to FCI data, approximately 2,500 companies which offer factoring operate worldwide, 
and contribute to a factoring penetration rate of 4.5%.  
Figure1.3: Factoring Penetration (% of GDP) 
 
 Data retrieved from: http://www.fci.nl and http://data.worldbank.org/ 
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Figure 1.4: Factoring Penetration in Europe (% of GDP) 
 
Data retrieved from http://www.fci.nl and http://data.worldbank.org/ 
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1.3. Legal Framework 
Factoring is considered as a contract of assigning certain receivables between the factor who 
purchases the receivables, and a seller, who sells the receivables. With the contract, the receivables 
are in the ownership of the factor, and the factor has the right to proceed on its own behalf against 
the buyers (debtors). 
In most of the European countries, as well as in the USA, factoring is regulated under their specific 
laws for transfer of receivables, where once assigned receivables become ownership of the assignee. 
The physical process of assignment has to be performed in writing, and it can be carried out in 
advance, i.e. assignment of future receivables. Moreover, in several countries, such as Denmark, 
Great Britain, Ireland, Netherlands, Romania, as well as in USA, the assignment registration is 
obligatory, and in a few of these countries, it is required that the assignment is duty stamped. In 
addition, the assignment is valid in most of the European countries only if there is a proof of 
notification to the debtors. Important to note is that in some cases the assignment can be prohibited, 
which is valid in almost all countries, and it should be confirmed by written agreement between the 
assignor and his debtors. In Germany however, a verbal agreement between the two parties is 
sufficient to prohibit the assignment.  
Taking into consideration that by the assignment of receivables the assignee acquires the ownership 
on the same, it obtains primary right to collection from these receivables. In that regard, the 
assigned receivables are excluded from the insolvency proceedings. However, in Germany, 
collection from receivables assigned by signed contracts for recourse factoring will enter in the 
insolvency proceedings, where 91% of the proceeds should be paid to the assignee.  
Several legally accepted documents, which can be considered relevant to factoring, are recognized 
worldwide: General Rules for International Factoring (GRIF), Unidroit Convention on International 
Factoring, United Nations Convention on the Assignment of Receivables, and UNCITRAL 
Legislative Guide on Secured Transactions. All apply to international factoring, and govern the 
legal principles related to the effectiveness of assignments, the rights and obligations of the factor, 
the assignee and the assignor, and the subsequent assignments. 
1.4. Regulatory Framework (Basel II Compliance) 
In most of the European countries, if the factoring company is a subsidiary of a Banking or 
Financial Group, it should observe the regulations on consolidated basis. If the factoring company is 
a stand-alone company, there can be variations, and the regulations are set at different levels, 
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starting from unregulated factoring industry, such as in UK, Belgium, Netherlands, and others, to 
regulated industry, but with no capital adequacy, such as Germany, Bulgaria, Serbia, and others, to 
a regulated industry, including capital adequacy compliance, as in Italy, France, Austria and Spain. 
The capital adequacy compliance introduced in these countries is adapted to an aligned compliance 
to Basel II. 
1.4.1. Standardized vs. IRB Approach to Basel II 
What can be considered as major drawbacks of the standardized approach are the maturity of 
claims, the contagion effect, and the recognition of collateral. Since the standardized approach does 
not differentiate short-term from long-term exposures, and factoring in general consists of 
exposures with maturities shorter than a year, the result is an excess risk attributed to these 
exposures. Furthermore, since the standardized approach treats the facilities as a whole, and also in 
the recourse transactions the collateral is not recognized, it appears that IRB approach is the 
preferable option for factoring companies which need to comply with Basel II. However, it has to 
be considered that by IRB approach the past due is defined when the obligor has overdue liabilities 
more than 90 days. In factoring transactions, overdue of more than 90 days may not necessarily 
result from deterioration of the creditworthiness, but from events related to the two trade parties’ 
contract. Hence, Assifact, which is the Italian Factoring Federation, has recommended to classify at 
high risk the assets which are past due longer than 90 days in parallel to the delay in payment that is 
continuous and repetitive. Non-recognition of the insurance as a form of risk mitigation is 
considered another drawback of the approach. A written clarification from BIS, stating that in the 
case of insurance, when it effectively functions as a guarantee, it can be eligible for credit risk 
mitigation under Basel II, is of high importance. However, since it was not officially adopted in the 
Capital Requirements Directive, it leads to uncertainty on whether the regulators shall recognize it. 
1.5. IFRS Treatment 
Starting from 2005, the European Union has required that all publicly held companies in the EU 
member states and EU applicant states prepare their financial statements in compliance with 
IAS/IFRS. These financial statements include the balance sheet, profit & loss account, cash flow 
statement, statement of changes in shareholders’ equity, and notes to the financial statements.  
Accounts receivable is one of the most important balance sheet items related to factoring, whereat 
two aspects need to be covered, the ownership status of the receivables and the accurate 
measurement of receivables, especially reaching a reasonable estimation of bad debt.  
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According to IAS 39, a company can derecognize a financial asset only if: 
 The right to the cash flow from the asset has expired 
 All risks and benefits arising from the asset were transferred to a third party. 
Therefore, in the case of factoring without recourse, the Assignor shall transfer the receivables from 
his balance sheet to the Assignee’s balance sheet, and record the income immediately. In factoring 
with recourse, since the risk and benefit remain within the Assignor, it should record a loan with the 
receivables as collateral in its financial statements.  
Impairment loss for a financial asset should be recorded if, after the initial recognition of the asset, 
there is objective evidence on its impairment. The impairment loss is the difference between the 
book value of the asset and the present value of the estimated cash flows, discounted at the original 
effective interest rate. The impaired positions for the receivables can be categorized into: 
 Past due positions, representing exposures which are in delay for more than 180 days, and 
are not categorized as NPLs/NPRs, doubtful or restructured; 
 Restructured positions representing the exposures towards third parties for which a special 
agreement has been reached for the postponement of the payment and possible changes in 
other terms and conditions; 
 Doubtful positions, where the third party toward which is the exposure, is experiencing 
temporary difficulties, which can be resolved within an appropriate time frame; 
 NPLs/NPRs, which include exposures toward third parties in a state of insolvency, legally or 
practically.  
1.6. Taxation Practices 
What can be distinguished as two sources of income in a factoring transaction are the factoring 
commission for the service and the interest/discount income from the financing activity. The 
general practice in the European countries is that the commission from the factoring service is 
subject of VAT. The VAT treatment for the interest/discount income is however distinct, i.e. in 
some countries it is subject to VAT, while in others it is exempted. In USA, both factoring 
commission and interest are exempted from VAT. 
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1.7. Factoring Risks 
1.7.1. Credit Risk 
The credit risk represents the risk of non-payment. The credit risk is perceived differently, 
depending on the type of factoring transaction. In factoring without recourse, the Assignee (Factor), 
is exposed towards the debtors, and since the only source of repayment are their payments, the risk 
determinant is their creditworthiness and ability to repay. In factoring with recourse, as the 
Factoring Company is entitled to recourse against the Assignor/Factoree, the major risk determinant 
is its credit risk/creditworthiness. However, as Debtor’s payment is the primary source of 
repayment, the financial standing of the Debtor should be analyzed as well. 
The Factor can mitigate the credit risk through prudent analysis of the assignor and debtor 
creditworthiness, the structure of the transaction, and analysis of their historical cooperation. 
Furthermore, the Factor should consider good diversification of debtors, covering the risk of non-
payment from one debtor with the payment from others. And finally, especially in non-recourse 
factoring, the Factor can mitigate the risk through insuring the assigned receivables in a well-
standing insurance company.  
1.7.2. Dilution Risk 
Dilution risk represents the risk of return of merchandise, issuance of credit notes, etc, and can be 
mitigated through careful review of the commercial contract, the history of relations between 
assignor and debtor and the quality of the product sold, or service rendered. Furthermore, the Factor 
should carefully monitor the progress of the transaction, and limit the financing in the case of 
negative warning signals. 
1.7.3. Commercial Risk 
Commercial risk represents the risk of disputes between the assignor and debtor. Again, in order to 
mitigate the risk, the Factor should carefully examine the history of the commercial relation 
between both parties, and carefully review the terms and conditions of the commercial contract. In 
addition, the Factor can seek confirmation from the debtor on individual invoices. 
1.7.4. Fraud Risk 
Fraud risk represents the risk of factoring “fresh air” invoices or pro-forma invoices, which are not 
based on an actual delivery. In order to mitigate the fraud risk, the Factor should closely monitor the 
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assignor’s activities, conduct on-site visits of the assignor’s premises, or seek for confirmation of 
invoices by the debtor, especially when an assigned invoice stands out of the normal level of 
cooperation between the two parties.  
1.7.5. Documentary Risk 
Documentary risk represents the risk that the receivables or the assignment may not be properly 
documented and hence in the event of enforcement procedure the Factor may have collecting 
difficulty. The Factor should mitigate this risk through carefully validating the documents, and 
applying a four-eye principle of crosscheck.  
1.7.6. Operational Risk 
Operational risk represents the risk of human operational error, and can be mitigated through 
minimization of manual work with the implementation of high end software for managing the 
factoring transactions, and by applying the four-eye principle.  
1.1.1. Market Risks 
Among the most relevant market risks are the FX risk and the interest rate risk. The FX risk 
represents the possibility of loss due to movements in the exchange rates. The practice in mitigating 
FX risk is all flows from the transaction to be in the same currency, or to attribute the risk to the 
customer through higher pricing. The interest rate risk represents the possibility of loss due to the 
fluctuations in the interest rates. However, taking into consideration that factoring is considered a 
short-term borrowing, this risk is minimized and can be managed appropriately.  
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2. Implementation of Factoring in the FYROM Market 
2.1. Potential Factoring Market 
Despite the high risks from the international trends in the economy, the country’s economy has been 
stable, showing positive trends. During 2013, the country had the largest GDP growth of 3.1% 
compared with the previous period. It is however important that the GDP growth was mainly driven 
by public infrastructure investments, which have boosted the construction as well, and the new 
foreign investments in the industrial zones, which have in parallel influenced the net-export 
contribution to the GDP.  
Figure 2.1: Annual GDP Growth (%) Figure 2.2: Participation in the GDP Growth 
  
Data retrieved from www.worldbank.org Data retrieved from www.stat.gov.mk 
Figure 2.3: Liquidity Ratios (1)  Figure 2.4: Liquidity Ratios (2) 
  
Data retrieved from www.nbrm.mk 
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As shown in Graphs 2.3 and 2.4, the liquidity ratios for the non-financial sector in the country are 
below the acceptable levels. Furthermore, taking into account the low payables and receivables 
turnover values, i.e. the companies in the sector need more than four months on average to collect 
their claims, and even more to pay their liabilities (refer to Table 2.1 and Table 2.2), it can be 
concluded that their liquidity position is scarce, and that the companies are struggling to obtain 
additional funding. This situation can be rationalized through the payment practices of the public 
sector, and since the public sector pays its liabilities with substantial delays, this gap is transferred 
to the economy. 
Table 2.1: Collection of Claims (in days) 
 2010 2011 2012 2013 Average 
Hotels and Restaurants 92 80 79 77 82 
Trade 90 89 86 85 87 
Transportation 109 114 114 126 116 
Industry 136 143 152 151 146 
Agriculture 143 141 139 164 147 
Other Activities 150 145 189 193 169 
Construction 218 183 208 209 205 
 2010 2011 2012 2013 Average 
Large 97 100 107 109 103 
Medium 122 119 121 111 118 
Small 125 124 126 131 127 
Micro 273 339 245 307 291 
Table 2.2: Payment of Obligations (in days) 
 2010 2011 2012 2013 Average 
Hotels and Restaurants 299 286 262 281 282 
Trade 140 136 125 122 131 
Transportation 179 150 134 141 151 
Industry 195 171 184 191 185 
Agriculture 307 292 274 296 292 
Other Activities 298 312 318 315 311 
Construction 349 306 332 348 334 
 2010 2011 2012 2013 Average 
Large 153 125 137 143 140 
Medium 159 151 146 136 148 
Small 202 192 179 181 189 
Micro 468 609 433 587 524 
However, in 2013 the new Law on Financial Discipline, (Official Gazette, 2013) was introduced by 
the Government, with the purpose of preventing the companies from unfulfilling their obligations 
on time. With the new law, the maximum duration of the agreed payment deadline should be 60 
days, or as an exception with a mutual agreement between the two parties, a maximum of 120 days. 
The Law entitles the seller to charge the debtors a fixed penalty commission if they are in delay, in 
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parallel to the existing penalty interest and other costs according to the commercial agreement. The 
practical application of the Law started from May 2014, and for the public sector it is scheduled to 
start being applied from 2016. In the meantime, the public sector entities were obliged to pay their 
liabilities within120 days during 2014, and in 2015 they should pay their liabilities within 90 days. 
Since the Law is currently not fully applied to the public sector, it is expected that it will lead to 
increased demand for additional liquidity, and still on the long run it should improve the overall 
liquidity position of the companies. 
2.2. Potential Factoring Market 
The FYROM factoring market is still underdeveloped in comparison with the global trends, 
especially the domestic factoring; i.e. only two financial institutions offer limited range of factoring 
facilities, MBDP and Faktor Trust DOOEL. 
MBDP is the country’s development bank in public ownership, founded with a special law in 1998. 
Its main strategic goal is to support the country’s development through providing finance to small 
and medium companies and supporting the export oriented enterprises. Within its scope of 
activities, the bank offers international/export factoring with recourse. However, mainly due to the 
ownership structure, MBDP is not client-oriented and does not put its efforts into promoting 
factoring on the local market. 
Faktor Trust DOOEL is a privately owned company, operating in the market since 2010. Within its 
range of products, the company offers domestic and international/export and import factoring, 
generally with recourse. However, due to its limited capital and thus reach on the market, the 
company has noticed small penetration. Therefore, it can be considered that factoring remains much 
undeveloped in the country.  
On the other hand, the potential has been recognized by the market, and there is an increasing trend, 
initiated with the Law on financial organizations from 2010, of opening new financial companies 
authorized to provide alternative funding to the companies. 
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Figure 2.5: Investment and Working Capital Financing in FYROM 
 
Source: www.nbrm.mk 
As shown in Graph 2.5, there is an increasing trend of short-term financing to enterprises in the 
country, reaching close to 10% growth, as of March 2014. Taking into consideration the general 
liquidity position of the market, the need for short-term financing is likely to increase.  It is however 
important to note that companies use traditional ways of financing, short and long term, where the 
banks secure their exposures with hard collateral, i.e. premises and equipment. A trend has recently 
started of accepting receivables as collateral, but mostly as supplementary securities. This trend will 
leave the majority of the companies struggling to get funding in the absence of hard collateral, and 
will create a strong basis for factoring development in the market.  
According to a study by SEE (Southeast Europe Enterprise Development, 2005), the factoring 
turnover in most countries similar to FYROM is within the range from 1% to 4% of GDP (Graph 
2.4). Even in the most conservative scenario, the factoring turnover in the country is estimated to 
range from € 100mill to € 150mill. This should in turn lead to additional liquidity on the market 
ranging from € 25mill to € 40mill. 
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Figure 2.6: Factoring Penetration in Europe (% of GDP) 
 
Data retrieved from http://www.fci.nl and http://data.worldbank.org/ 
Complementary to the above analysis, a sample of 2,852 companies was created, which is 2% of the 
active companies in the market. Out of the selected sample, 90 companies with turnover of over € 
400,000, rated as A1 to C2 according to the criteria in Table 2.3, were analyzed. It is presumed that 
these are highly creditworthy debtors, for which receivables can be assigned. The analyses showed 
that these companies have 3,777 distinct suppliers, which is a starting base for determining the 
actual size of the potential factoring market. 
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Table 2.3: Rating Criteria of the Companies 
No. of 
companies 
Short description of the rating RM 3 Rating Probability of default 
4 
The firm's strength is enough to serve its 
current liabilities, but its continuance 
depends strongly on the stability of 
external conditions. The firm is, 
generally, sensitive to possible sector 
crisis, where it does business, to local 
market disruption, as well as to probable 
internal problems appearance. 
A2 0,41% Very low 
22 B1 0,70% Low 
25 
 
B2 1,19% Average 
34 
It signals increased sensitivity to internal 
or external conditions instability. The 
related credit facilities should be 
combined to improvement perspectives of 
its qualitative and quantitative features 
and they should be constantly observed 
C1 2,03% Acceptable 
5 C2 3,47% 
Acceptable 
with care 
90   
 
    
In addition, for the research purposes, a survey of the management of 30 companies, small, medium 
and large, was conducted. The results showed that only a limited number of clients used factoring 
through Factor Trust and MBDP, whereas most of others responded to be interested in factoring. 
The results are presented in Table 2.4. 
Table 2.4: Factoring Awareness Survey Results 
Payment 
Terms 
Total no. of 
companies 
Companies using the receivables as 
source of additional liquidity 
Companies 
Using Factoring 
Companies 
Interested in 
Factoring 
Up to 60 
days 
12 3 0 11 
Up to 
120 days 
17 4 2 17 
Above 
120 days 
1 0 0 0 
Total 30 7 2 28 
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2.3. Legal Framework 
The existing legal framework in the country allows factoring to be provided as an acceptable 
financial product only by the financial institutions, including the banks. The founders capital for a 
financial institution is set at a minimum of 6 mill Denars, or 100 thousand Euros, whereas for a 
bank at 310 mill Denars, or 5 mill Euros. A special license for factoring is not required; however, 
financial institutions can only be founded with a general permit/license from the Minister of 
Finance.  
Factoring is regulated under the Law on Financial Organizations, where “factoring is a financial 
activity based on a contract concluded in writing, by which the financial organization/the Factor 
takes over/purchases the accounts receivable of another domestic or foreign legal entity – 
creditor/debtor, with or without the right to recourse”, (Official Gazette, 2010). The Law further 
stipulates that the debtor-creditor relations are regulated under the Law on Obligations.  
According to Kiro Chavdar and Kimo Chavdar, who have issued comments on the Law on 
Obligations (Law of Contract), the agreement on factoring is a special type of cession. Under the 
Law on Obligations, the assignment of receivables/cession is regulated by articles 424 through 433. 
Article 424 regulates which receivables can be assigned, stipulating that the Assignor can by 
concluding a contract assign the receivables to the third party, except the receivables which 
assignment is forbidden by law, or the receivables for which the Assignor and debtor have 
concluded a contract that cannot be assigned to a third party or cannot be assigned without 
obtaining a prior consent from the debtor. 
Article 425 regulates the secondary rights of the assignment, such as the right to primary collection, 
mortgage, pledge, right to interest, contractual penalty, etc 
Article 426 regulates the notification of the debtor, stipulating that the assignment does not require 
the debtor’s consent; however, the Assignor is obliged to notify the debtor on the assignment. 
Furthermore, the fulfillment of the debtor’s obligations towards the Assignor are valid and releases 
the debtor from its obligations only when it has not been notified on the assignment; otherwise, its 
obligations remain and it is obliged to fulfill them towards the Assignee. 
Article 427 regulates the multiple assignments, wherein if the Assignor has assigned the same 
receivable to multiple Assignees, the assigned receivable belongs to the Assignee on which the 
Assignor has notified the debtor first.   
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Articles 428, 429, 430, and 431 regulate the relationships between the Assignor and Assignee, as 
well as between the Assignee and the Debtor. If stipulated in the contract between the Assignor and 
Assignee, the Assignor can be held responsible for the collection of assigned receivable, but only to 
the extent of what it has received from the Assignee, as well as the interest and charges connected 
with the assignment, and the expenses related to proceedings against the debtor. 
Articles 432 and 433 regulate the special assignment cases, assignment instead of fulfillment, 
assignment for collection, and assignment for collateral. In the case of assignment instead of 
fulfillment, by concluding the contract for assignment, the Assignor’s obligation is extinguished. In 
the case of assignment for collection, the Assignor’s obligation is extinguished at the moment of 
collection of the assigned receivable. Therefore, factoring without recourse can be legally 
considered as assignment instead of fulfillment, whereas factoring with recourse as assignment for 
collection. Important provision from this article is that in the case of assignment for collection, i.e. 
recourse factoring, the debtor has the right to fulfill its obligation towards the Assignor, even if it 
was notified on the assignment. The assignment for collateral is regulated in detail by the Law on 
Contractual Pledge, and cannot be considered as legal basis for establishing the factoring.  
Important to note is that Factoring has been defined as a type of commercial loan in the Law on 
Foreign Currency Payments dated 2001, and according to this Law, the financial institutions can 
only provide foreign currency financing for covering short-term and long-term obligations towards 
their suppliers abroad. Consequently, the domestic factoring can be offered exclusively in the 
domestic currency, whereas the international factoring can be offered in both domestic and foreign 
currency.  
In addition, the Law against Money Laundering and Terrorism Financing is applicable for 
organizations offering factoring. Furthermore, the relative provisions referred to in the Law on 
Financial Discipline, (Official Gazette, 2013) should be known and observed by the Factor, where 
the maximum duration of the agreed payment terms between two parties should be 60 days, or as an 
exception with a mutual written agreement, maximum 120 days.  
The Factor can mitigate the legal risk from factoring activities by using the usual instruments for 
securing its claims towards the Assignor, such as contractual pledge, bill of exchange, debenture, 
etc., in accordance with the legal framework.  
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2.4. Central Bank Regulations 
As crucial regulation related to factoring is considered the Central Bank Decision on credit risk 
management (Official Gazette No.50/13, and No.157/13), concentrating on the relevant provisions 
regarding credit risk exposure. Factoring, according to this Decision, is considered to be credit 
exposure, thus it should follow the provisions defined in the Decision.  
According to article 7 of the Decision, the banks should classify the exposures into categories A, B, 
C, D, and E (А, Б, В, Г, Д), by assessing the creditworthiness of clients, the delays of settling their 
liabilities, and the collateral. The Central Bank has set the limits for impairment with regards to the 
categorization, i.e. 0% - 5% for exposures classified as “A”, 5% - 20% for exposures classified as 
“B”, 20% - 45% for exposures classified as “C”, 45 – 70% for exposures classified as “D”, and 70% 
- 100% for exposures classified as “E”. Furthermore, the Central Bank has established strict criteria 
strongly related to the delays in payment for determining the category of the exposures, as shown in 
Table 2.5. 
Table2.5: Categorization of Exposures 
 Financial Condition Delay in Payment 
Restructured 
Exposures 
“A” Category 
The expected cash flows are 
sufficient for settling the 
current and future liabilities 
towards the Bank 
Up to 31 days 
Exception: Up to 60 days, 
with a marginal amount 
Has not been 
restructured in the 
past 12 months 
“B” Category 
Financial weakness, but the 
expected cash flows are 
sufficient for settling the 
current and future liabilities 
towards the Bank 
Up to 60 days 
Exception: Occasionally up 
to 90 days 
Has not been 
restructured in the 
past 6 months 
“C” Category 
The expected cash flows are 
not appropriate for regular 
settlement of liabilities 
Up to 120 days 
Exception: Occasionally up 
to 180 days 
 
“D” Category 
Non liquid client Up to 240 days 
Exception: Occasionally up 
to 300 days 
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“E” Category 
Bankruptcy proceedings  Regular delays above 240 
days 
 
 
According to Article 3 of the same Decision, the Factor shall not be required to classify and 
determine impairment and special reserve on a group basis for a group of similar financial 
instruments, for several types of credit exposures, including off-balance sheet positions, based on 
unfulfilled assumed irrevocable liabilities for purchase of claims (factoring and forfeiting), where 
no impairment or special reserve on individual basis has been determined. However, since factoring 
with recourse is considered as revocable liability, the general provisions for determining the 
impairment on individual basis should be followed, and factoring claims should be subject of 
individual and group assessment for determining the impairment.  
The capital adequacy is regulated with the Decision on the Methodology for Determining Capital 
Adequacy (Official Gazette No. 47/12). The Central Bank has recognized the Standardized 
approach under Basel II for calculating the capital adequacy. The general drawbacks of the 
Standardized approach, same as globally, are the maturity of the claims, the contagion effect, and 
the recognition of the collateral in factoring with recourse. The Central Bank recognizes the IRB 
Approach, but requires that the ratings used in the assessment are from a Credit Rating Agency 
whose methodology has been approved by the Central Bank, or by the three internationally 
recognized CRAs, such as Moody’s, S&P, and Fitch Ratings. Taking into consideration the fact that 
there is not a specialized rating agency recognized by the Central Bank locally, as well as that most 
companies operating in the country have not been rated by the three CRAs, it appears that the 
Standardized approach is the only option for calculating the capital adequacy.  
In parallel to the above stated, the Decision on the risk management (Official Gazette No. 42/11 and 
165/12) is considered essential when an existing bank is planning to introduce factoring, and it 
includes provisions related to launching of a new product and its effects on the bank's risk profile, 
as well as adequate information to the Central Bank prior to launching the product that has impact 
on the financial and risk exposure. Moreover, prior to any introduction of a new product, activity, or 
system, the bank should make a documented analysis which should include: 
 Description of the risks arising from the introduction of the new product, activity, or system; 
 Analysis of the influence of the new product, activity, or system on the bank's risk profile;  
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 Analysis of the influence of the new product, activity, or system on the risk management 
process in the bank. 
The new products, activities, or systems, which will be estimated to have considerable impact on 
the bank's risk profile, should be approved by the Supervisory Board of the relevant bank. 
It is important to note that the Central Bank regulates the operations of the banks in the country. 
The financial institutions, however, are not subject to regulations of the Central Bank. Therefore, 
the application of the abovementioned Decisions applies exclusively to the implementation of 
factoring within a Bank. 
2.5. Taxation/VAT 
The taxation laws do not mention the factoring or the purchase of receivables. However, two laws 
are practically applicable for the financial institutions offering factoring, the Law on Profit Tax and 
the Law on Value Added Tax. 
According to the Law on Profit Tax, all companies should pay profit tax of 10% on the total 
realized profit, in line with their financial statements prepared in accordance with the accounting 
laws and principles. Therefore, the profit realized from factoring activities is subject to profit tax of 
10%. 
The Law on VAT, however, is not so conclusive. VAT is applied to the trade in goods and services. 
According to article 23, paragraph 5, the trade in financial and banking services is exempted from 
VAT. However, one provision of the same paragraph, which stipulates that the collection of 
commissions and receivables is subject to VAT, can be interpreted to stipulate that VAT should be 
calculated on the factoring fee.  
Therefore, the practice of the local Internal Revenue Service to apply provisions from the Law on 
Value Added Tax which are not precisely defined can be a ground for individual assessment in 
considering the factoring fees, to be subject of VAT.  
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3. Introducing the Factoring in ABC Bank 
3.1. Business Concept Proposal 
Taking into consideration the positive trends in FYROM economy, the market liquidity position, as 
well as the estimated potential for factoring and the insignificant competition, it becomes apparent 
that ABC Bank should introduce factoring within its range of products. However, the bank should 
consider the implementation of the different types of factoring in several stages, with immediate 
implementation of domestic factoring. This is rationalized through the difficulty of obtaining 
experienced human resources for managing the factoring business line, as well as the weak legal 
base for establishing international factoring, i.e. the country has not signed or ratified the 
international conventions related to factoring. Furthermore, considering the small market for export 
factoring, which is partially covered by the established presence of MBDP, as well as the additional 
costs which will incur as a result of the membership in the international factoring organizations, 
export factoring should be considered with caution and introduced additionally, after the successful 
implementation of domestic factoring. For protecting its interests, the bank should consider the 
recourse as significant risk mitigation, and proceed with implementation of non-recourse factoring 
in a second stage, when the market for insuring the claims is more developed, and the credit risk 
assessment for factoring transactions reaches maturity. And finally, taking into consideration the 
higher risk of silent factoring, the suggestion is that this product is considered carefully, and only 
when the bank has sufficient historical data to analyze the risk behind the transaction.  
When implementing the factoring, it is important to define the general rules and principles of the 
assignment of receivables. Therefore, a prudent risk policy would suggest that all receivables 
deriving from the business activities between the supplier and buyer are to be assigned. In addition, 
the receivables should be characterized as recurring and all current and future receivables should be 
assigned to the bank. Furthermore, the bank should extend financing for undisputed receivables 
which are based on deferred payments up to 120 days, which are not due on the assignment date, 
are not assigned, pledged or otherwise encumbered by a third party, and which assignment is not 
restricted by the law or by the commercial contract. 
For the purpose of increasing the efficiency and easing the monitoring process, it is suggested that 
the bank extends basket funding per debtor, as opposite to financing individual receivables. 
Depending on the creditworthiness of the client and its debtors, as well as on the diversification of 
debtors, the bank should undertake to provide financing up to a preapproved percentage ranging 
from 80% to 90%, thus creating a buffer for the coverage of the commission and discount costs. In 
addition, the bank should reserve its right not to finance the assigned receivables, thus mitigating 
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the commercial risk arising from disputed receivables, and the credit risk in case of identified 
negative events and foreseen difficulties in the repayment of the debt. 
Further to minimizing the credit and commercial risks, the bank should establish appropriate 
practices for legal and operational risk mitigation. Therefore, taking into consideration the legal 
framework of the country, the bank is advised to request individual confirmations on all invoices, 
thus mitigating the risk from direct payment of debtors to the supplier, as per their legal right. 
Furthermore, it is important to note that in absence of historical legal practice in the country, it is 
proposed to the bank, on case by case basis, upon relevant assessment, to require additional security 
through other forms of legal instruments, such as bills of exchange and debentures. In relation to the 
operational risk, considering the fact that factoring requires a strong monitoring of overall 
relationships with the client, as well as with the debtors, it is suggested that the bank procures high-
end certified factoring software. 
Further to the financing of receivables, the bank should undertake to provide assessment of the 
debtors’ credit risk, i.e. study of unfavorable information, data on the specific trading behavior of 
debtors toward other sellers, and evaluation of the debtors’ financial data, as well as management of 
the debtors’ receivables, i.e. chronological analysis of the debtors’ receivables and further 
administrative and statistical information, for which it should charge the clients with appropriate 
commission. Therefore, it is suggested that the bank charges its clients a factoring fee within the 
range from 0.1% to 1.0% on the total value of invoices assigned to the bank.   
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3.1.1. Business Process: 
Graph 3.1 presents the proposed business process related to factoring in ABC Bank.  
Figure 3.1: Factoring Business Process 
 
Stage 1: Factoring Request 
Since the bank is entering among the first ones in the local factoring market, it should focus on 
attracting the best clients which have claims from the top companies in the country, thus including 
in its portfolio highly creditworthy clients, as well as valuable receivables as primary source of 
repayment. However, the combination of highly worthy client with acceptable value of receivables, 
as well as clients with acceptable creditworthiness which have highly valuable receivables, should 
as well be considered for establishing a factoring transaction. Essential at the meeting with the 
clients is to collect all data for their operations, and especially the data referring to their buyers and 
the relationships they have with them. When analyzing the collected data and prior to sending a 
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factoring offer to the client, the best debtors are to be selected based on the collected data referring 
to the cooperation, their financial performance and payment history. 
Stage 2: Approval  
Based on the collected documents, a detailed analysis of the factoring transaction should be 
performed and presented to the relative credit approval bodies of the bank. When preparing the 
analysis, the credit risk analysts should provide appraisal of the receivables, as well as take into 
consideration proposing covenants for credit, commercial, and legal risk mitigation, such as 
approved percentage of financing, grace period, recourse period, frequency of the relationship 
review, conditions to be met prior to the financing, as well as pricing for the facility. Under 
conditions to be met prior to the financing, the credit analyst can consider proposing different levels 
of risk mitigation, i.e. financing allowed only after individual confirmation on all invoices, or even 
only after receiving the first inflow from the debtors. With the approval of the proposal by the 
relative credit approving body of the bank, the process of implementation follows.  
Stage 3: Materialization Process:  
Depending on the approval, the legal unit should prepare appropriate factoring contracts, followed 
by global assignment letter, notification letters, and confirmation letters. If additional covenants are 
included in the approval, these should be followed accordingly, and when this process is finalized 
the administration unit should record the relative approval in the factoring software, following the 
four eye principle, thus minimizing the operational risk.  
Stage 4: Financing Process 
The assignment of individual invoices/batches of invoices should be performed prior to any 
disbursement. All documentation related to the assignment is cross checked following the four-eye 
principle, and the factoring fee is calculated and added to the outstanding balance of the debt. When 
the client’s request for advance payment is received, and all covenants from the approval are 
fulfilled, the financing can be extended to the client.   
Stage 5: Monitoring and Collection 
Discount/interest is calculated daily, and at the end of each calendar month added to the financed 
amount (outstanding exposure), to be collected from the first inflow of funds. To minimize the risk 
from non-payment, the bank should consider introducing strict rules for contacting the debtors 
regarding their payments. In this sense, it is suggested that contact should be realized with the 
debtors 5 days prior to maturity of the invoice in order to remind them of the upcoming obligation 
and to confirm with them that they intend to pay on time. If the relative debtor fails to pay the 
liabilities on time, it is proposed that the bank should remind this debtor of the payment through 
phone and e-mail on daily basis, and send a reminder letter every 7 days, until full settlement of the 
claims.  
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Furthermore, it is advised that the bank performs regular monthly monitoring of the clients’ and 
debtors’ performance.  The proposed methodology for the evaluation is the following:  
 Calculation of the total financing towards the seller; 
 Calculation of the total value of the assigned receivables, which are not due for payment, or are 
within the grace period 
 If the total value of the receivables according to the above criteria is lower than the total 
financed amount, the bank should consider that the client is in the recourse period and should 
undertake an appropriate action plan, such as replacement of the assigned unpaid receivables 
with new ones, restructuring of the debt, or exercising the recourse and undertaking relative 
legal actions for collection of the debt.  
In line with the product description, the business process, and the legal and regulatory framework, 
the bank should pay VAT of 18% on all income from the factoring transactions and corporate tax of 
10% on the profits, as well as should undertake to calculate impairment on its claims, report the past 
due claims to the Central Bank on monthly basis, and be in compliance with the capital adequacy 
regulation. Further on are presented the proposed methodologies for past due and impairment 
calculation. Regarding the capital adequacy, the standardized approach should be followed due to 
the fact that there is not a specialized rating agency recognized by the Central Bank locally, as well 
as that the majority of the companies operating in the country have not been rated by the three 
international CRAs.  
It is proposed that the past due is calculated according to the following criteria: 
 Calculation of the total financing towards the seller; 
 Calculation of the total value of the assigned receivables, which are not due for payment, or are 
within the grace or recourse period; 
 If the total value of the receivables according to the above criteria is lower than the total 
financed amount, the portion of the exposure that represents the difference is considered as past 
due. This can be rationalized as if the Factor should not expect sufficient inflows from the 
existing receivables to cover the calculated past due debt; 
Taking into consideration that the past due will be calculated according to the above methodology, 
the impairment should be recorded according to the relative provisions from the Decision on Credit 
Risk Management.  
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3.2. Financial Requirements 
The financial requirements for the implementation can be analyzed in two categories, one off start 
up expenditures and ongoing variable expenditures. What should be invested at the start of the 
implementation are the costs for training of the staff, which shall be depreciated within the first two 
years, and the software installation costs, which shall be depreciated within four years. As recurring 
expenditures can be considered the salaries of the employees, the operating costs, and the software 
maintenance cost.  The cost structure is presented in Table 3.1. 
Table 3.1: Cost Structure related to Implementation of Factoring 
In € 2015 2016 2017 2018 
Training Cost 
-cash outflow- 
50,000    
Training Cost 
-expensed- 
25,000 25,000   
Software implementation 
–cash outflow- 
160,000    
Software implementation 
–expensed- 
40,000 40,000 40,000 40,000 
Salaries 32,000 35,000 40,000 50,000 
Software maintenance  25,000 25,000 25,000 
Total Fixed Costs 97,000 125,000 105,000 115,000 
Operating costs 
0.1% of the 
factoring 
turnover 
0.1% of the 
factoring 
turnover 
0.1% of the 
factoring 
turnover 
0.1% of the 
factoring 
turnover 
 
3.3. Financial Features 
According to the financial plan, the Bank shall realize profit before tax of above € 500,000 in the 
first four years of factoring implementation. The detailed analysis is presented in Table 3.2. 
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Table 3.2: Projected Financial Plan for Factoring Operations in the Bank 
All amounts are in Euros 2015 2016 2017 2018 
Real GDP 8,325,355,397 8,753,278,665 9,203,197,188 9,676,241,524 
Market Factoring Turnover 124,880,331 131,299,180 138,047,958 145,143,623 
Bank’s Factoring Turnover 19,980,853 21,007,869 22,087,673 23,222,980 
Outstanding Financing 3,996,171 4,201,574 4,417,535 4,644,596 
 
Income     
Factoring Fee  99,904 105,039 110,438 116,115 
(VAT of 18%) 17,983       18,907       19,879       20,901       
Net Interest Income 161,845 170,164 178,910 188,106 
Operating expenses 19,981 21,008 22,088 23,223 
Fixed expenses 97,000 125,000 105,000 115,000 
Profit Before Tax 126,785       110,288        142,381       145,097       
Cumulative 126,785       237,073       379,454       524,552       
According to the Central Bank, the GDP growth for 2014 is estimated at 3.7%, and for 2015 at 
4.4%. The GDP growth for the following years is projected based on the compound annual growth 
rate for the period 2005-2015 (5.14%).The potential factoring turnover is calculated though 
applying a conservative scenario of 1.5% of GDP for the overall period. The outstanding financing 
is estimated based on the assumption that the average payment of the invoices shall be within 90 
days, and the financed amount shall be 80%. The Bank’s market share is estimated at 16%, which is 
the current market share of corporate loans, actually the worst case scenario, taking into 
consideration the low level of competition in the market. The applied net discount/interest rate is 
calculated on the financed amount and is the average lending rate for corporate companies in local 
currency, which according to the Central Bank is 7.3% p.a. as at October 2014, adjusted for the cost 
of funding, currently (December 2014) 3.25% p.a. The factoring fee shall be set at 0.5% which is in 
accordance with the global pricing practices.  
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4. Conclusion 
The paper focused on setting the basis for factoring development in ABC Bank, through 
determining the benefits and limitations of the implementation, and thus providing the most 
appropriate business model for operations. Therefore, the first chapter covers the main aspects of 
the global factoring environment, providing the basis for the next chapter, where the local 
environment is analyzed, focusing on the potential market for factoring, as well as the local 
legislation and regulation relevant to factoring. Based on the presented data, the third chapter 
proposes the most appropriate business concept for implementation of factoring in ABC Bank. 
What can be concluded is that factoring is an important, globally recognized instrument, which 
provides multiple benefits, such as saving of administration costs, outsourcing of credit analysis, 
and funding the growth through reduction of the cash flow tied in trade receivables. Furthermore, 
the local market is mature for this type of product, considering the local legislation, which even 
though not fully developed, provides sufficient base for establishing the factoring operations. In 
addition, the potential factoring market, in the worst case scenario, is estimated at € 100 mill to 150 
mill., a potential which was recognized by ABC Bank. 
Therefore, considering ABC Bank’s strategy to maintain its position of market leader in the 
country, as well as the estimated profit of approx. € 130 thousand per year, following the worst case 
scenario approach, it can be concluded that the Bank should proceed with the implementation of 
factoring.  
However, the bank should consider the implementation of different types of factoring in several 
stages, with immediate implementation of domestic factoring. Through monitoring actively the 
development of the human resources in factoring, as well as the ratification of the international 
conventions for factoring, the Bank should be ready for the second stage which includes 
implementation of international factoring. In addition, considering the fact that the bank has no 
experience in analyzing and monitoring the factoring transactions, it should initially use the 
recourse as instrument for risk mitigation, and after obtaining sufficient historical information 
necessary for reaching decisions, proceed with implementation of non-recourse factoring.   
Finally, it is important to note that in parallel to the financial benefits, by implementation of 
factoring the bank shall be able to provide better services to its existing clients, as well as attract 
new clients, and utilize them as basis for cross-sale of the existing product range. Furthermore, the 
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bank shall participate in improving the liquidity of the market, and through financing the growth of 
the companies, it shall participate in the growth of the overall economy.  
However, it should be noted that this paper has certain limitations, which are presented herewith. 
Firstly, the projected financial benefit arises from a factoring market of € 125mill, which is an 
estimate based on certain assumptions and data available to the author. Furthermore, the presented 
proposal is based on the author’s interpretation of the laws in the country, and it should be noted 
that without an established legal practice for factoring treatment, the same can be interpreted 
differently by the court. And finally, the laws and regulations are of dynamic character, subject of 
continuous amendments, and therefore, if updated, the business concept should be adapted 
accordingly. 
Therefore, further investigation on this topic should focus on providing more precise analysis of the 
potential factoring market, using this paper as basis, obtaining additional data, and performing more 
in-depth analysis. In addition, the importance of local laws and regulations in the implementation of 
factoring should be emphasized, and any further research on this topic should include interviews 
with relevant authorities regarding their treatment of this matter.     
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Appendix 
Appendix 1: Factoring Awareness Survey 
 
Question 1: What are your contractual payment terms with your buyers? 
a) Up to 60 days 
b) Up to 120 days 
c) Above 120 days 
Question 2: Do you use the receivables as a form for obtaining additional liquidity, i.e. collateral 
for loan or factoring facility? 
a) Yes 
b) No 
Question 3: Do you use factoring? 
a) Yes 
b) No 
Question 4: Are you interested to use factoring? 
a) Yes 
b) No 
 
 
 
 
